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DOR 9/6/2023

LRB Number 23-4136/1 Introduction Number AB-0386 ‘VJ"E»st.i’rpate Type  Original

Description
lowering the individual income tax rates in the third bracket and increasing and expanding the retirement
income subtraction _

Assumptions Used in Arriving at Fiscal Estimate

Under current state law, there are four individual income tax rates and brackets. The brackets are indexed for
inflation. In 2023, the tax rates and brackets under current law for the individuals filing with the 'single' or 'head
of household' filing statuses is as follows:

1. For taxable income not exceeding $13,810, 3.50 percent.

2. For taxable income exceeding $13,810, but not $27,630, 4.40 percent.
3. For taxable income exceeding $27,630, but not $304,170, 5.30 percent.
4. For taxable income exceeding $304,170, 7.65 percent.

The tax rates in each bracket for married persons filing jointly and married persons filing separately are the
same, but the dollar amounts are approximately one third higher for joint filers and one third lower for separate
filers.

This bill decreases the individual income tax rate in the third tax bracket from 5.30 percent to 4.40 percent
beginning with the 2023 tax year.

The rate reduction will reduce revenue by approximately $1.435 billion in fiscal year 2023-24 and $1.030 billion
annually beginning in fiscal year 2024-25.

This bill also increases and expands the individual state income tax subtraction for payments or distributions
received from qualified retirement plans under the Internal Revenue Code or from certain individual retirement
accounts. Beginning in tax year 2023, up to $100,000 of payments or distributions received from qualified
retirement plans or certain individual retirement accounts may be subtracted annually from an individual's
taxable income, if the individual is at least 67 years of age. If the individual and individual's spouse are both at
least 67 years of age, the sum of the amount that the couple may subtract annually from their combined
taxable income may not exceed $150,000.

The retirement income subtraction will reduce revenue by approximately $468 million in fiscal year 2023-24
and $422 million annually beginning in fiscal year 2024-25.

One part of the bill lowers the rate of taxation and the other part lowers the amount of taxable income, so the
combined fiscal effect is smaller the sum of the two parts. Because of the interaction, the bill will result in a total
revenue loss of approximately $1.845 billion in fiscal year 2023-24 and $1.400 billion annually beginning in
fiscal year 2024-25.

According to the American Rescue Plan Act (ARPA) Net Tax Reduction Calculation Update memo released by
the Department of Administration on 8/28/2023, the remaining margin for tax reductions before triggering
potential SLFRF recoupment at $113 million for fiscal year 2023-24 and $319 million for fiscal year 2024-25,
The figures in this fiscal estimate exceed those margins.

Long-Range Fiscal Implications
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